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Surviving Market Swings 
Investment Strategies for Uncertain Markets 





Welcome to our surviving market swings seminar. We're glad that you 
could join us here today. 


Before we get started, I'd like to introduce myself and my company. 


[Note to presenter: Give a brief personal background, then talk about 
your organization-and give its location. If appropriate; introduce other 
members of your organization who are in the room and discuss any 
housekeeping issues.] 
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Factors That Cause Market Volatility 


Political uncertainty 
International conflicts 
Economic shifts 
Monetary policies 
Asset bubbles 


Debt crises 





A global pandemic made 2020 a particularly difficult year, both financially and 
emotionally. Even so, the S&P 500 Price Index gained 16 percent in 2020 — a 
surprising performance often credited to the speedy development of vaccines and 
massive economic stimulus provided by the Federal Reserve and Congress." 


While the S&P 500 is generally considered representative of the U.S. stock market, the 
recovery was powered by technology giants that thrived in the “stay-at-home” 
economy. In August 2020, the Big Six tech companies — Apple, Facebook, Amazon, 
Netflix, Microsoft, and Alphabet (Google’s parent) — represented more than one-fourth 
of the market value of the S&P 500, giving them an outsized effect on index 
performance.2 


There’s no way to know what the defining moments of 2021 will be, but you can count 
on market swings to challenge your patience as an investor. Political uncertainty, 
international conflicts, interest-rate decisions, and economic shifts — here and abroad 
— can spur volatility in the financial markets. It’s generally a case of when and not if it 
happens. 


It’s only natural to be concerned when the market drops. But expecting volatility and 
having a sound financial strategy in place may be the best defense when events roil 
the markets. This might also help prevent you from making emotion-based investment 
decisions. 


Your plans for the future shouldn’t have to depend on daily fluctuations in the stock 
market. Gains and losses are part of investing. By using deliberate, time-tested 
approaches, you may be able to pursue your goals without feeling as though you need 
to constantly adjust your portfolio to react to today’s news. 


The performance of an unmanaged index is not indicative of the performance of any 
specific investment. Individuals cannot invest directly in an index. Past performance is 
not a guarantee of future results. Actual results will vary. 


Sources: 1) S&P Dow Jones Indices, 2021; 2) The Washington Post, August 20, 2020 
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How Events Have Influenced Stocks | 
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Leťs consider how events have influenced the performance of the Dow Jones Industrial Average, 
which tracks the stock prices of 30 of the largest U.S. companies, from 2007 through 2020. 


This graph starts just before the financial crisis that led to the Great Recession. Dow stocks fell more 
than 50 percent between October 2007 and March 2009, yet recovered much of their losses during 
the last three quarters of 20097 


Stocks continued to climb over the next.decade, but not without:enduring bouts of volatility. The Dow 
last crossed the 10,000 mark in August 2010, and surpassed 20,000 in January 2017.2 


In 2017, the Dow posted 70 record closings — a feat that also set a record — and approached 
25,000. The anticipation of tax cuts overcame three interest-rate hikes by the Federal Reserve.*4 


In 2018, the Dow crossed 26,000 for the first time, but fell sharply in the fourth quarter to close out 
the year just above 23,000. Four interest-rate hikes, political strife, and a trade dispute with China 
made it the worst year for stocks since the financial crisis.5-6 


In 2019, the Dow dropped more than 6 percent in the month of May, mostly due to escalating trade 
tensions. And on August 14, the Dow plunged 3 percent when a yield curve inversion triggered 
recession worries. The Dow recovered quickly and kept climbing, ending the year above 28,000.’-8 


In 2020, the threat of COVID-19 and a sudden economic recession sent financial markets into a 
tailspin. The Dow dropped below 19,000 on March 18, then bounced back quickly to end the year at 
an all-time high above 30,000.92 


As you can see, the market swings that accompanied the past two recessions (2008—2009 and 
2020) demonstrate why overreacting in fear can result in even greater losses. Investors who 
panicked and sold stocks when prices were falling may not have been positioned to participate fully 
in the market recovery. 


The return and principal value of stocks fluctuate with market conditions. Shares, when sold, may be 
worth more or less than their original cost. Past performance is not a guarantee of future results. 
Actual results will vary. 


Sources: 1-3, 5, 7) Yahoo! Finance, 2021 (Dow Jones Industrial Average from 1/1/2007 to 12/31/2020); 4) The 

Wall Street Journal, December 19, 2017; 6) The Wall Street Journal, January 1, 2019; 8) The Wall Street 

Journal, August 11, 2019 V21N1 
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Historical Perspective on Market Cycles 


Calendar Days U.S. Stock Market Decline 
Bear Markets Since 1950 to Bottom (S&P 500 Index) 
August 1956 to October 1957 -21.5% 
December 1961 to June 1962 -28.0% 
February 1966 to October 1966 -22.2% 
November 1968 to May 1970 -36.1% 
January 1973 to October 1974 -48.2% 
November 1980 to August 1982 -27.1% 
August 1987 to December 1987 -33.5% 
July 1990 to October 1990 -19.9% 
March 2000 to October 2002 -49.1% 
October 2007 to March 2009 -56.8% 
February 2020 to March 2020 -33.9% 








Source: Yahoo! Finance, 2021. Past performance is no! 





Realizing that markets are historically cyclical might help you stay calm in the face of market 
volatility. Do you know the difference between a market pullback, a market correction, a bear 
market, and a bull market? 


A pullback is typically defined as a 5 percent to 10 percent dip in a market index (such as the 
Dow or the S&P 500 index) from a recent high. When the market closes 10 percent to 20 
percent below its 52-week high, it’s considered to be a market correction. 


A bear market is typically defined as a decline of 20 percent or more from the most recent high, 
and a bull market is an increase of 20 percent or more from a bear market low. 


Beginning on February 19, 2020, worries about the spread of COVID-19 sent U.S. stocks into a 
bear market for the first time in nearly 11 years. The S&P 500 index dropped nearly 34 percent 
in February and March before rebounding to new highs by the end of the year. A simple 
explanation for the disconnect between buoyant stock prices and an economy that continued to 
struggle is that the stock market is forward looking. Investors believed that the pandemic would 
be controlled in the not-too-distant future and business activity would return to normal. 


Remarkably, a new bull market began on March 23, 2020, when the index closed at its official 
low point. The 2020 bear market was the shortest on record, lasting just 33 days. There have 
been 11 bear markets since 1950. On average, bull markets lasted longer (1,955 days) than 
bear markets (395 days) over this period, and the average bull market advance (172%) was 
greater than the average bear market decline (—34.2%). 


The takeaway is that neither the ups nor the downs last forever, even if they feel as though they 
will. 


The return and principal value of stocks fluctuate with changes in market conditions. Shares, 
when sold, may be worth more or less than their original cost. 


Source: Yahoo! Finance, 2021 (data for the period 6/13/1949 to 12/31/2020). Stocks are represented by 
the S&P 500 index, an unmanaged group of securities that is considered to be representative of the U.S. 
stock market in general. The performance of an unmanaged index is not indicative of the performance of 
any specific investment. Individuals cannot invest directly in an index. Past performance is not a 
guarantee of future results. Actual results will vary. 
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Factors That Influence the Economy and 
the Financial Markets 


GDP growth Business investment 
Inflation/interest rates Corporate profits 
Employment conditions Trade tensions 
Home prices Oil prices 


Consumer spending 





When developing your financial strategy, it’s important to consider how overall economic conditions 
might affect your investment portfolio — now and in the future. You should position yourself 
financially for a range of possibilities, taking into account the factors that may influence the economy 
and the financial markets, many of which are listed here. 


On June 8, 2020, the National Bureau of Economic Research, which has official responsibility 
for determining U.S. business cycles, announced that February 2020 marked the beginning of a 
recession.' This was not a surprise considering the severe disruption in business activity due to 
COVID-19 and the immediate spike in unemployment. 


One common definition of a recession is two or more quarters of negative growth in gross 
domestic product (GDP). U.S. GDP — the value of all goods and services produced across the 
economy — contracted at an annual rate of 5 percent in the first quarter of 2020, before 
shrinking by a historic 31.4 percent in the second quarter. GDP bounced back 33.4 percent in 
the third quarter and expanded 4.1 percent in the fourth quarter. But overall, the U.S. economy 
shrank 3.5 percent in 2020 (from the 2019 annual level). 


About 22.2 million jobs were lost in the first months of the pandemic. In April 2020, the 
unemployment rate spiked to 14.7 percent, the highest official rate on record. Just two months 
earlier, it was 3.5 percent, a 50-year low. By December 2020, the headline unemployment rate 
had improved to 6.7 percent, but more than 9 million jobs had yet to be recovered. 


The economic turmoil caused by COVID-19 prompted the Federal Reserve to slash the federal 
funds rate from a range of 1.50—1.75 percent to a range of 0.00—0.25 percent in March 2020, 
where it stayed through December. The Fed also implemented a new policy of virtually unlimited 
bond buying and launched emergency facilities to help stabilize the financial markets.4 The 
federal government passed one stimulus package in March 2020 and another in December, 
which together provided more than $3 trillion in economic relief for hard-hit households and 
businesses. 


On a positive note, the housing market got an unexpected boost from the COVID-19 pandemic, 
as buyers took advantage of low mortgage rates and the shift to remote work. More spacious 
homes in suburbs or away from major cities offered less expensive and/or more comfortable 
places to ride out the pandemic. The national median price of an existing home ended 2020 at 
$340,000, an increase of 13.4 percent over the previous December.® 


Sources: 1) National Bureau of Economic Research, 2020; 2) U.S. Bureau of Economic Analysis, 2021; 
3) U.S. Bureau of Labor Statistics, 2021; 4) Federal Reserve, 2020; 5) National Association of Realtors, 2021 
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we Better, But Uncertain Outlook for the 
U.S. Economy in 2021 


“The path of the economy will depend 
significantly on the course of the virus. 
The ongoing public health crisis will 
continue to weigh on economic 
activity, employment, and inflation in 
the near term, and poses considerable 
risks to the economic outlook over the 
medium term.” 











Federal Reserve, December 16, 2020 





So, what might we look forward to in 2021? According to economic projections 
from the Federal Reserve, “The path of the economy will depend significantly 
on the course of the virus. The ongoing public health crisis will continue to 
weigh on economic activity, employment, and inflation in the near term, and 
poses considerable risks to the economic outlook over the medium term.” 


The projections for gross domestic product growth range widely from 3.7 to 5.0 
percent. The same goes for the unemployment rate, with estimates spanning 
4.7 to 5.4 percent. The forecast for inflation is 1.7 to 1.9 percent, which is still 
below the Fed’s target rate. 


The Federal Reserve has pledged to keep the federal funds rate near zero 
until the labor market reaches maximum employment and inflation is “on track 
to moderately exceed 2 percent for some time.” As a result, interest-rate hikes 
are not expected until 2023 or later. 


Approved vaccines should help normalize everyday life, though it could take a 
while for the economy to regain its full strength. More than 90 percent of 
economists surveyed by The Wall Street Journal believed that hiring would 
accelerate in the second quarter of 2021, aided by the distribution of vaccines. 


These economic projections are essentially educated guesses based on data 
that was available toward the end of 2020. Nearly all economic forecasts for 
2020 became irrelevant in a heartbeat, and the outlook for 2021 is murkier 
than usual. The economy could bounce back sooner — or later — than 
projected, and some industries may struggle more than others. As always, a 
different series of unforeseen events could test the economy and investors in 
2021. 


Sources: Federal Reserve, December 16, 2020; The Wall Street Journal, December 
10, 2020 
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Four Steps to Building a Stronger Portfolio 


1. Develop a Sound Financial Strategy 
2. Assess Your Investment Options 
3. Utilize Fundamental Investment Tactics 


4. Put It All Together 





Today we'll discuss four topics that may help you cope with market 
fluctuations as you pursue your goals. 


First we'll look at how developing a sound financial strategy can create a 
solid foundation for your investment portfolio. 


Next we'll identify a number of investment vehicles and explain the role 
they might play in your portfolio. 


Then we'll discuss fundamental investment tactics that could help 
protect a portfolio over time. 


And finally we'll look at a few ideas for putting it all together. 
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‘Develop a Sound Financial Strategy 


Three main considerations 


1 Investment objectives 





2 Time frame 





3 Risk tolerance 








Developing a sound financial strategy may help keep you from being 
stampeded into making poor investment decisions — especially during 
uncertain times. 


There are three main considerations to bear in mind when developing a 
sound strategy. You need to have a clear understanding of your 
investment objectives. You.need to know your investment time frame. 
And you need to understand your risk tolerance. 


Let’s look at each of these considerations in a bit more detail. 
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